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CHAPTER I 



IMTRO JUCTION 
General Consents 

Since military procurement is accomplished by the use of 
public funds, the question of how the procurement is done is of 
vital importance to the public interest. Such procurement is 
accomplished in a business environment in which prices are the 
result of a number of complex forces which do not necessarily 
result in the traditional concept of market prices. Karket 
prices have been conceived of as being reasonable because 
competition has set the upper limitations of self-interest. 

Since very little military procurement is purchased under 
conditions of a market price, it behooves us to look for other 
measurements of the reasonableness of prices. 

For example, in F.Y. 1967 ( July-September) out of a total 
of $3.4 billion of direct purchases within the Department of th' 
Navy, almost $2.8 billion was negotiated compared to 1.6 billion 
purchased through advertising. It is for this reason that the 
negotiation process is examined as an alternative device. 



lU . S. department of defense, defense Procurement Han . *oo , 
U. 3. Army FK 38-3, U. S. Navy NAVKAT P-li2410, 11 . 3. \ir : orce 
AFP 70-1-6, Defense Supply Agency dSAH 4105.1, 1 July 1965, VIII, 
pp. 1-3. 

2u . 3. D-partment of the Navy, Headquarters, Nav 1 Kat rial 
Command, Survey of Procurement Statistics . NAV'.VT P-4200, 
September 19o6. 
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Reasonableness of prices can be assured only when established 
and applied by reasonable men who intend to examine all the 
pertinent circumstances of the procurement. Negotiation -o- a 
not assure but rather provides the opportunity of reasonable 
consideration and thus can be used as a pricing method to sorve 
the best interests of the public. 

Purpose 

The purpose of this paper will be to examine the research 
question of how incentive contracting can provi.e the leans for 
negotiating an agreement whereby both parties have the 
opportunity for optimizing their interests. 

In the course of examining the research question it will be 
necessary to evaluate and consider related questions involving 
the concept, process and organization of negotiation and its 
interrelationship with incentive contracting. Subsidiary 
questions will bo considered as follows: 

1. What factors should bo considered in pre-planning and 
planning tho negotiation session? 

2. What types of analytical tools are available to the 
government negotiators and how can they be used effectively'’ 

3. How are government objectives established and 
strategies executed to reach the negotiation objective? 

4. JJoes incentive contracting provide the element of 
flexibility sometimes needed to reach a mutually satisfactory 
agreement? 

5. ’hat j>art does trade-off analysis play in provi ii a*; 
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opportunity for both parties to optimize their interests’ 

6. What ia the relationship between cost reliability and 
incentive contracting? 

It is not the purpose of this paper to examine all of the 
various typos of incentive contracts used by th* ovemment. 

This paper will th.-rofore be limited to discussion of a multiple 
incentive contract in the pre-plannin. negotiation phase 
followed by the use of a fixed-price incentive contract in a 
hypothetical negotiation session. 

Approach 

The process of negotiation, in its broadest aspects, des,ls 
with activities concerning fact-finding, analysis, planning, 
communication and strategy which are interrelated with th-s 
parties’ personal skills, attitude and teanwork. The appro -ch 
used in this paper will be to develop an understanding of the 
concept, process and organisation of procurement by negotiation 
through the evaluation of those activities. 

The concept and use of incentive type contracts will be 
examined in order to establish a relationship with the 
negotiation process. The use of a fixed-price incentive 
contract will be compared to other iajor types of ..overn^ent 
contracts in order to place it in its proper perspective. 

Next, tho activities and factors involv'd in the 
preparation and planning for the negotiation session will be 
discussed. Factors concerning the procurement situation and 
the contractor's proposal will be analyzed. ith the 
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centralization of tho audit function and the partial 
centralization of the contract administration function by 
Secretary McNamara, tha contracting officer must often look to 
these new organizations for information and assistance in 
planning the negotiation session. The approach to be use: in 
this paper will be to view certain inputs from such activity s 
as they apply to a hypothetical procurement situation. The 
need for planning a negotiation objective as well as other 
positions will be examined. Reasonable approaches to the 
establishment of such objectives and positions will be explored. 
The uso of trade-off analysis will be considered as a means of 
evaluating the contract's essential incentivized olen nts. t‘y 
fragmentizing the olements of the contractor's proposal into 
issues the contracting officer will be better equipped to plan 
his strategy. The variables inherent in planning strategy and 
the importance of flexibility will be invest! *ated. 

Finally, a discussion will be made of the area which this 
writer fools to be the essential evaluation of the whole 
negotiation process; namely, tho negotiation session. At this 
point the culmination of all of the pre-planning factors will 
ultimately determine the level of performance in reac< ini; 
reasonable solutions. The use of the exploratory session and 
the establishment of an agenda will be considered as *' #t loeis 
contributing toward tho attainment of mutual a.,re*--ent. A 
hypothetical situation will b*: discussed in w ich the parties, 
unable to reach agreement on a firm-fixed price contract, turn 
to a fixed-price incentive contract as an alternative solution. 
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Kethodology 

The method of presentation will consist of qualitative 
discussion of negotiation techniques under variable situations 
through the pre-plannin and planning stages. The negotiation 
techniques will then be related to the use of multiple 
incentive and fixed-price incentive features for purposes of 
illustrating the extent in which the planning phase is suoject 
to quantitative analysis. Graphs and charts are used where 
appropriate in order to illustrate the techniques more clearly. 

Research has primarily consisted of gathering information 
from government publications and interviews with personnel 
involved in government contract negotiation and administration. 
Library research of non-government publications and articles 
was used primarily to gain further insight into those areas 
concerning negotiation, strategy, decision-i aking and group 
behavior. Personal knowledge acquired from formal schooling in 
contract administration and experience gained in price-cost 
analysis was also a contributing factor. 

Concept of Negotiation 

In military procurement the term, negotiation, nas a rat ^r 
loose meaning. In general it means any pricing method other 
than advertised procurement. The concept of negotiation needs 
to be examined in its broader aspect so that the true nature of 
this tool of price determination can be studied more precisely . 

3 Defense Procurement Handbook, op. cit . . IX, pp. 1-2. 
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Gordon V.ade Rule defines negotiation in his book, "The Art of 
Negotiation", as "a peaceable procedure for reconciling , and/or 
compromising known differences" . The definition provided by tr.e 
U. S. Air Force School of Systems and Logistics is a little :ore 
explicit in defining negotiation as "a tool of decision- -^.kin,: 
by two parties or groups who represent opposed viewpoints or 
interests concerning the subject matter at issue, but who are 
also interested in reaching a meeting of minds for a certain 
period of time by a specialized process of co -unication called 
bargaining" . 

In price negotiation the buyer and seller have opposed 
interests concerning the level of the price. A negotiator who 
does not understand the nature of the interest he represents or 
is not willing to defend such interest to his utmost capability 
should be disqualified as a negotiator. Mutual agre- ant in the 
end can be satisfactory to both parties only when the differences 
of viewpoints are thoroughly aired in the process. If it is 
understood by either party that negotiation is essentially a 
process of "giving in", he is thereby thinking in t« rms of 
sacrificing his interests. Negotiation is not a process of 
mutual sacrifice for the sake of agreement. Rather, it is a 
process of finding a formula whereby both parties will hav the 
opportunity to have their interests optimised. One approach is 
by bringing out prominently, the cv^on advant .es to both 
parties of any proposal, and linking these advantages so that 
they appear equally balanced to the parties concomed. 

Of course if the negotiators’ objectives aro very close or 
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even coincide, thoir task of reaching <greetent is thereby 
greatly simplified. However, there may be significant 
differences between the objectives of both parties in which c^« 
tiie element of flexibility becomes an important determinant in 
obtaining concessions leading to a satisfactory agro*-»ent .4 n 
approach in using flexibility as a tool of ne otiation is 
incentive contracting. 

The Process of Iv .oti f tion 

It is not enough to say that the negotiation process is 
that of communicating arounu a negotiation table. The icope of 
the negotiator’s activities is much broader and -ore inclusivo. 
In its broadest aspects the activities center around two main 
divisions: (1) pre-negotiation pl innini, and (2) ne r ,oti.-*tion. 5 

The first includes the activities of f. ct-finding, analysis, , - . 
planning; the second, executing the plan at the nc otiation 
table, involving mostly the skills of cocimuni cation and carryin* 
out strategy. 

Pre-negotiation activities shoul - be started as soon as 
requirements are known to establish a procurement plan. t t' i? 
point fact-finding has started. Certain facts are necessary at 
this point so that a thorough job can be done when plannin c the 
requests for proposals. When the proposals are received ar. 
certain potential contractors are selected, assi nments for fict 

^Gordon . Rule, "The Art of Negotiation", (unpublished, 
private printin 1962), pp. 5-3. 

5jefense Procurement Handbook, op. clt. . IX, pp. 33-37. 
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gathering and analysis should be made. Team bora should 
receive definite assignments. The information to bo obtained 
and the sources should be planned. isna'e ent of tho fact- 
finding process is important, for it is at this point that c 

time and effort can ultimately bo saved in the exploratory 
session during negotiations. 

In tho case of forward pricing contracts, pertinent 
information in usually in terns of the procurement situation, 
tho anticipated terms and conditions of the contract, total 
price comparisons, historical cost data of the company involved 
or costs of similar projects porfonaed by other contractors. 
Proper use of price/cost analysis discoura as "haggling" and 
provides an ossential basis for adequate negotiation. Hagglin* 
ains at price reduction for its own sake; negotiation aims at 
determining a fair and reasonable price 

With the advent of Project 60 where tlx- audit function of 
the individual services became centralized under the defense 
Contract Audit agency (DCAA) and much of their contract 
administration functions were consoli iated under the Defense 
Contract Administration Services (DC'S), the procurement 
contracting officer finds that he may now request assistance 
from oither source, or both, covering almost all phases of 
contracting. When analysis has been completed in terms of 
projections, tho pre-negotiation tear is resdy to ake specific 

6u • S. department of the Navy. Office of Naval Material, 
Negotiators Handbook . NAV LXOS P-1001, rch 195^, IV, ; p. 1-5 • 
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plana for the meeting with the chosen contractor. 

The Organization of N ■.> *,otiatlon 
The level of performance of a negotiation depends upon 
personal skills, attitudes and teamwork. As stated prevlo sly, 
the skills of fact-finding and data-analyzation are of 
paramount importance to perform negotiation on a professional 
level. Mo team can hope to attain any de ,ree of sophistication 
in its performance unless the planning for the use of facts has 
been given maximum consideration frost all aspects. This 
involves a thorough knowledge of the contract sp* cifications; 
the applicability and appropriateness of vario s incentive 
structures, as well as trade-off analysis. ' 

In spite of such preparations, negoti tion performance nay 
still be on a less than desired level unless individual team 
members exhibit attitudes which contribute to-Td reasonable 
solutions. For purposes of this paper, it is assumed that a 
group goal lias been carefully and clearly stated and that each 
member has subordinated personal goals to that of the team. 
Clovis R. Shephard in his book, "Small Croups; Son*; Sociolo leal 
Perspectives” states, "Generally a successful prou - has clear 
objectives, not vague ones, and the raembors of the :roup hav>: 
personal objectives which are identical or compatible with th* 
group’s objectives.” 



7l) . 3. department of defense, Office of Assistant Secretary 
of uofense, Installations and Logistics, Incentive Contracting: 
Guide . U. 3. Army FM 36-34, U. S. Navy NAVJAT -L283 , b. J . lr 
"Force AFP 70-1-5, Defense Supply Agency DSAH 7 00.1, January 19 
19b5, VIII, pp. 95-116. 
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The organization for negotiation -4»na *-^ient is the 
negotiation team, composed of -.in wuo ve uuties in oth*r 
organizational structures. However, once the t.s- tc*sn 
organized each man has an assigned function with the chief 
negotiator as the manager. His mana , ;unent functions occur 
in two areas: the management of fact-finding and the -n-. " ei t 

of negotiations which implicitly requires the organizin' of 
facts and the handling of men. 

Concept and Use of Incentive Type Contracts 

Incentive type contracts ahould, when properly structured, 
reward tho contractor by increasing his profit if costs are 
reduced and product performance and delivery improved, and 
penalize him by reducing the profit if costs increase and product 
performance and delivery goals are not ^et. It should be noted, 
however, that product performance and delivery incentives fall 
under the category of multiple incentive contracts, and should 
be used only when improvement over stated minimum acceptable 
performance or delivery terns has a measurable worth to the 
government . 

U3Q of incentive contracting in the government ii. predicated 
on several assumptions. First, there ar risks for both parties 
in the goveramont-inuustry contractual relationship, just as 
there are in private business. Second, both parties are ;oin , 
to assess the risks and determine for thunstflves whether they 
can afford to take those risks. Lastly, fin^nci^l *i is t o 
prime objective of the private party to tho ovomm^nt co strict. 



j • 
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Incentive contracts are an attempt to harness the drive for 
financial gain under risk conditions, and make it work in the 
arena of government contracting. The profit motive is therefore 
the essence of incentive contracting.^ 

There are other important factors besides profit that the 
negotiator for the government must consider. 9 The contractor’s 
interests may lie in gaining future business. He may desire to 
increase profits on existing contracts by absorbing a portion of 
the fixed overhead expense which ultimately results in increasing 
the profit margin under those contracts. Other considerations 
may be such factors as contributing to and improving the nation’s 
defense posture, gaining prestige and goodwill, retaining and 
maintaining an engineering or production capability or excelling 
for the sake of excellence. Such factors are not readily 
susceptible to quantification and normally involve purely 
intuitive judgments. These factors should be considered to the 
extent possible in the pre-award stage but excluded from the 
incentive structure incorporated into the provisions of the 
contract. However, such factors should be considered prior 



^Interviews with William J. Ryan, Head, Planning Branch. 
Director Chief Naval Material, Procurement, November 25, i 960 ; 
Frank M. McDade, Director, Directorate of Contract Administration 
Defense Contract Administration Services Regional Office, 

Chicago, January 23, 1967; Peter J. Thomas, Chief, Price/Cost 
Analysis Branch, Defense Contract Administration Services 
Regional Office, Chicago. January 2 /*., 1967; Herbert Fisher, Chief 
Financial Services Division, Defense Contract Administration 
Services, Alexandria, January 27, 1967. 



^Interview with Herbert L. Fisher. Chief, Financial Services 
Division, Defense Contract Administration Services, Cameron 
Station, Alexandria, January 27, 1967. 
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to making <wards, and when possible, while structuring the 
incentive provisions since they may outweir.h the profit incentive 
and would override the control incentives. This is especially 
important when making trade-off analysis. Dy limiting the 
function of the incentive contract to the profit incentive, its 
purpose can be understood more readily, and its effectiveness 
can be evaluated more explicitly. 

The use of incentive contracts has - r ,re*tly increased sine - 
March 1962 when the Armed Jervices Procurement Regulation was 
revised. * This change restates the rules governing the 
selection of the proper type of contract including the applica- 
tions and limitations of each type. During the last four years 
there has been a substantial increase in the use of incentiv 
contracts in dofense procurement as shown in the following 
statistical analysis: 

ALL NAVY: " *■ ~ 



♦First Quarter FY 1967. 

Since there are various typos of incentive contracts used 
by the Department of Defense, the author has limited discussion 
to a multiple incentive type contract in part of Chapter II, 

lOiievision 8 to the I960 edition of A3PR. 

X1 U. S. Department of the Navy. Headquarters, Naval Material 
Command, Survey of Procurement Statistics . NAVMAT P-L200, June- 
Septeobor 19t>6, and the Office of Naval Katerial, NAV-X03 P-1573, 
June 1962. 



Cost-plus-fixed-foo (CPFF) 
Cost-plus-incentive-fee (CPIF) 
Fixcd-Price-Incentive (FPI) 
Other Types 
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followed by a straight cost fixed-price-incentive contract in 
subsequent discussion. A multiple incentive type contract w s 
choson for illustrative purposes since it encompasses most 
contractual aspocts of quantitative analyses within the scope 
of pre-planning the negotiation session. A straight cost 
fixed-price-incentive contract was selected since it would be 
the next most logical consideration in the event a firm-fixed- 
price contract could not be negotiated due to questionable 
aspects of the specifications or cost reliability. Additionally, 
a fixed-price-incentive contract, restricted to a straight cost 
incentive without delivery and performance incentives sii iplifi^s, 
for illustrative purposes, just how incentive contractin; can 
provide the needed flexibility so often needed to reach an 
agreement. 

However, discussion of four of the major types of contract: , 
presented in the order of greatest risk to the contractor, is 
considered to be appropriate before proceeding further in order 
to provide the reader with an overall perspective of the 
government* 5 desires and limitations for the general types of 
contracts involved. Additionally since a fixed price incentive 
contract is to be used in subsequent iscussion, it will s*rv 
to clarify that particular type of contract’s relationship with 
the others. 



Firn-Fixod-Prlc® Contracts 
A firm fixed-price contract is an a.;re*«ont to |«*y a 
specified price when the items called for by the contract have 
been uelivorod and accepted. Normally, there is no rice 
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adjustment made for the work after the contract r*s been 
awarded, regardless of the contractor's actual cost experience 
in performing it. The contractor has assumed all financial 
risks of performance and his profits depenu entirely on his 
ability to control costs. Th= _ r overnnent does not boar any of 
tho contractor's risk of loss under the contract with the 
implication being that the contractor is provided with the 
maximum incentive to avoid waste and to use production and/or 
subcontracting methods that will result in savings to labor and 
material costs. The government particularly favors this type 
of contract since it is relatively easy and inexpensive to 
administer.12 Additionally, there is no necessity for the 
government to monitor the contractor's costs so that he does 
not have to conform hi 3 accounting procedures to IX)D audit 
procedures. This results in lowering his administrative costs 
and ultimately the government's cost of contracting. 

This type of contract, when negotiated and not formally 
advertised, is appropriate if any of the following conditions 
exist: historical price comparisons can be made; available 

cost or pricing data permit realistic estimates of probable 
performance costs; or contract performance uncertainties can be 
so clearly identified that their impact on price can be 
evaluated. If none of these conditions exist, the use of 

l ^Arned Services Procurement Regulation. ^he 1963 edition , 
Washington: .3. Government Printing (Office, 19^3 » 3-U)4'.". 

Hereafter cited as "ASPR". 
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incentive features may be appropriate. -3 However, there is 
often a very fine line of interpretation as to whet is "cl arly 
defined" or what constitutes a "realistic" estimate of probable 
performance costa between tho government and contractor 
negotiators. This Is where incentive contracting may provide 
the flexibility necessary to negotiate, provided that the 
government negotiator believes there ia some merit to the 
contractor^ reluctance to bargain further. 

During the first quarter of fiacal year 19&7, firm-fixed 
price contracts accounted for 47 *$> or 4 I .6 billion of the 
total direct purchases made in the Navy, while fixed-price 
incentive contracts accounted for 24 « 4 > or *793 million 
dollars. 3-4 Vhile FrP contracts are highly desirable, it ia 
not always possible to negotiate. The next lo ical 
consideration for ohe contracting officer is the FPI contract. 

Fixed-Price-Incentive Contract 

Unlike the FFP contract, a FPI contract involves the 
negotiation of more than the one element of total price. The 
following elements of a FPI contract must be negotiated by the 
government and tho contractor before awarding the contract. 15 



13 lbid . 

l^Survey of Procurement Statistics, op. cit. . pp. 20 - 21 . 
15lncentivo Contracting Guide, op. cit. . pp. 4-5« 
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Target Coat (TC) - against which final costs 

are measured. 



Target 1 rofit (TP) - a reasonable profit for 

the work at target cost. 



Ceiling Price (CP) - the total dollar amount 

for which the government 
will be liable. 









Sharing Arrangement (3A) - the arrangement for 

establishing final 
profit and price. 

The government and the contractor negotiate the final costs of 
the contract, sharing the overruns or underruns according to the 
agreed-upon arrangement, after the work is completed. Usinr a 
simple illustration, assume that a target cost for a contract 
is $100, the target profit is .10, the ceiling price is S120 
and the sharing arrangement is 80% (government) and 20% 
(contractor). Under this arrangement, the contractor would 
keep 20% of every dollar saved. To tarn a profit of .11, 
therefore, he would have to reduce costs by $5 below target 
cost ($10 4- 20% X $5). If he overran by more than 20, he 
would lose money, since there is no minimum profit ruannteed 
in this type contract. Therefore, no matter what the final 
cost to the contractor, he must meet the contractual 
specifications, and the government’s liability cannot exceed 
tho ceiling price of $120. ?or this reason the F I contract 
should be used in preference to any cost reimbursement type 
contract whenever circumstances permit. 16 



l6 Ibjd . 
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Cogt-I lns-Incentlvc- c >o Contracts 

The sharing arrangement is also used in the Cl IF contract 
and determines the amount of fee payable to tho contractor on 
the basis of tho relation between negotiated target cost and 
final total allowable costs. The main difference between the 
FPI and CPIF contract i3 that tho latter does not contain a 
ceiling price but normally contains a maximum and minimum fee. 
If the minimum fee is eliminated, the contract, in effect, 
becomes a "cost sharing" type contract after a certain point. 
The CPIF contract thereforo places 100;» of the risk on the 
government up to the total cost of the work, with the only 
incentive provided to the contractor being the minimum versus 
the maximum foe. 

A CPIF type contract may be used only after it has been 
determined that it is likely to cost l r <ss than any other type, 
or that it is not practical to procure the particular item or 
service in another manner. This type of contract is ordinarily 
used for Research and Development; when the work r*<iuired 
cannot be definitized completely and its cost accurately 
estimated; when there is doubt that th- work can be completed 
successfully; or when the specifications are incomplete. 17 

Cost-t lus-Fixed-Feo Contracts 

The CPFF contract type provides the least incentive to the 
contractor to manage his cost and places 100£ of the risk on 



17uefense Procurement Handbook, oj: . clt . . V, pp. 19-21. 
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the government for the coat of work performed. The contractor 
receives his profit from the fixed foe negotiated with the 
government and this fee does not vary with the actual 
contractual coat. In 1962, tho Department of Defense confin-.d 
the fixed-fee arrangement to research stuuies »nd other 
contractual situations in which objectives could not be 
accurately dofined.l^ t hen there is a strong probability tisat 
development is feasible or the government has generally 
determined its desired performance objective and completion 
schedule , the Cl IF contract should not be used. 

Summary 

Tho concept, process and organisation of procurement by 
negotiation has been discussed in terms of providing an 
opportunity for obtaining fair and reasonable prices for both 
the government and the contractor, as an exception to the 
preferred method of formal advertisement. It has been shown 
that it is a decision-making process between two parties or 
groups with opposed viewpoints who are seeking a formula in 
which they will have an opportunity to optimise their inter*, .ts. 
The process of negotiation, in its broadest aspects, deals with 
activities concerning fact-finding, analysis, planning, 
communication and strategy which are interrelated with the 
parties' personal skills, attitudes and tearwork. The 
culmination of all of these activities and skills ultisutely 



1 ^1 bid. , p. 23 
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determines the lovel of performance in r -cnin^ reasonable 
solutions. 

Incentive contracting has been introduced as a tool of 
negotiation. A negotiation technique which, when related to the 
concept, process and organization of procurement by negotiation, 
may indicate how incentive contracting - c^n provide the m*>ans for 
negotiating an agreement whereby both parties have the 
opportunity for optimizing their interests. 



CHAPTER II 



PREPARATION FOR ANl> PLACING THE NEGOTIATION SESSION 

Analyzing the Procurement Situation 

nny procurement can be evaluated as oein successful in 
relation to the situation in wn ich it is accomplished. hen 
preparing for the session in which the terms of the contract 
aro determined, the team needs to make sure that the procurement 
situation is well analyzed. Post contract evaluation will be 
the ultimate judge of effectiveness in pre-planning the 
procurement situation. 

Some of the factors affecting the procurement situation 
are the nature of the product, the state of the arts, the 
importance of time and the availability of information. 

Economic factors such as expansion or contraction of over-all 
economic activities, degree of competition, availability of 
resources or skilled manpower, the peculiarities of an industry 
and peculiar prouuction problems are also pertinent 
considerations. 

Negotiators need not know the technical aspects of the 
product to any extent, but they should know the characteristics 

^J. S. department of the Navy, Jefense Procurement 
Management Course , (boston: Harbridge i,ou3e, Inc., 19&4) , 

i'PM-3i00R, pp. "23-24. 
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of the product, its design and performance characterietics, 
similarities and differences when compared to other products. 
The more thorough the knowledge of the product, the moro 
effoctive the negotiation concerning it can be. 'hen a 
procurement situation calls for the tine element as being of 
prime importance, the cost elenonts baaed on past perform, nee 
under ordinary circumstances become less useful as guides for 
pricing. 2 

The awareness of negotiating under conditions of economic 
contraction for the economy as a whole or for the industry 
presents different problems and bargaining advantages or 
disadvantages as compared to a condition of expansion. 

Every procurement situation has a historical sequence 
which gave rise to the present situation. To understand the 
present circumstances, a negotiator must know what agreements 
have been nado in the pa3t concerning the items under 
consideration. Precedence is a powerful force in deciding 
issues although it need not be the deciding force. 3 

In each of tho circumstances which becomes a part of the 
procurement situation the buying team must analyze these 
factors. Dofinite information concerning them may not be 
available out in each case judgment can be used as to their 
effect. The factors of tho procurement situation are facts 



2lnterview with Peter J. Thomas, Chief, Price/Cost 
Analysis Branch, Defenso Contract Administration Services 
llegional Office, Chicago, January 22 *, 1967. 

3 ASPR . par. 3-307.2. 
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which oust be used by bho negotiator. 

Analysis of the Contractors Iroposal 

The bid proposal is a contractor's response to the buyer's 
request. The respondent to such a request faces a dileaiaa when 
constructing his proposal. It must be low enough to be chosen 
as a candidate for negotiation and yet high enough to be us-d 
as his initial position for negotiation purposes. An analysis 
of the procurement situation will reveal the extent of 
competition each respondent faced when working up his propose 1. 
In the caso of initial procurement a contractor is often 
willing to submit a proposal below estimated coot with the hope 
of being in a favorable position for subsequent follow-on 
contracts. If the intent in such a situation is obvious, it 
may become necessary to choose one or several companies on 
another basis than price. 

Even though a cost breakdown is required in a r«quest for 
proposal, it is seldom a truly estimated cost breakdown. -.wry 
proposal is the result of a decision in strategy, for every 
submitter faces the question, "How low must I go to receive an 
invitation to negotiate?". The answer to this question is as 
much a result of what a subnittor believes his competitor's 
costs to be as his own. If the submitter has a real cost 
advantage over competitors, his proposal will reflect a position 
which he believes to be in the next most favorable cost 
advantage. 

When requesting cost information for a proposal, the 
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request should bo In sufficiently detailed breakdown so that 
unreal estimates can be detected. 4 The quantity of information 
requested may be judged on the basis of this st ndard. Any 
information required beyond what is necessary to meet this need 
is excess. 

Since by far the greater share of military dollars are 
spent on contracts which require a high decree of cost analysis, 
it is of utmost importance to have sufficient cost information. 
For example, in the first three months of fiscal year 1967 
there were 10,084 negotiated actions out of 734,552 which 
represented approximately $2.4 billion out of a total amount of 
$3*4 billion for all of the direct procurement actions within 
the Department of the Navy. 5 The need is not only that of 
obtaining historical cost data but there is a distinct need to 
apply the skill of projecting costs realistically so that a 
proposed cost may be judged critically. Regardless of the type 
of contract employed, it is the skill of good cost estimating 
which will, in the end, determine how reasonable a price was. 

Input Available from DCAA and DCAS 

There are two basic manuals which provide for all of the 
services available from theso two activities: Contract 

Administration Manual for Contract Administration Services, 

US AM 8105.1 and the Defense Contract Audit A oncy Manual, 

DCAAM 7640.1. Assuming hypothetical bid proposals were received 



^Ibid. . par. 3-807.3. 

^Survey of Procurement Statistics, op. cit, . p, 18. 



in response to the request for proposals, tho contracting 
officer would initiate certain actions. 

First, he would review tho bid proposals and analyze ths. 
Those which were considered to be unresponsive to the data 
requested, unrealistic, or responsive but too high in relation 
to the others receivod, would not normally be considered for 
further analysis. 

Second, assuming the bid proposals exceeded £100,000, he 
may decide to send the bid proposals with all supporting 
documentation to the Administrative Contracting Office of the 
Defense Contract Administration Services Regional Office located 
in the appropriate geographical areas of the contractors. 
Simultaneously, a copy of the bid proposals would be sent to 
the Defense Contract Audit Agency Regional Offices responsible 
for that particular contractor. He would specify to both 
activities oxactly which areas of the proposals he desired 
analyzed, that is, cost analysis, financial cap.bility analysis, 
price analysis, technical evaluation, quality assurance or 
property evaluation. He also would establish the deadline due 
date. Tho price/cost analyst at DCA3R becomes the coordinator 
between D CAA and the internal components of the DCASR such as 
tho production, legal, quality assurance or plant property 
specialists.'" Most of these specialists would conduct their 
analysis in the contractor’s plant, reviewing actual records, 

. 3 . Department of Defense, Defense Supply Agency, 
Contract Administration Manual for Contract Administration 
Services . January 19o7. PP. 
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files and holding interviews as required. 

Such DCAA/DCASR coordination results in an audit report 
incorporating written technical findings (tecnnical reports are 
quantitatively oriented - not dollar recommendations) as to the 
government’s position regarding the cost breaxdown submitted by 
the contractor. The price analyst then reviews the audit and 
technical reports and performs a price analysis. 

Since DCAA and DCA3R offices are located near and often 
service the same contractors on a repetitive basis, a knowledge 
of the contractor’s accounting system, delivery ability and 
past performance is developed which becomes a valuable aid in 
performing price/co 3 t analysis. Additionally, comparative 
price/cost data may be available from other contractor’s 
involved in tho same industry located in the same geographical 
area. More realistic learning curves, for example, may be 
projected by the use of this knowledge. The price analyst aust 
consider and justify all known factors in making his covering 
recommendations to the Procurement Contracting Office (PCO), 
including the economic factors pertaining to the industry as a 
whole as well as the local geographical conditions. 

The package submitted back to the ICO should cont-in all 
technical reports, tho audit roport and the covering price 
analysis report. The price analysis report should rocomnend a 
total cost to tho government and may, if requested, provide a 
profit percentage based upon the risk factors inherent in the 



^Interview with Peter J. Thomas, January 24, 1967. 
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contract typo utilizing tho oi'hted Guidelines furnished in 
the Armed Services Procurement Regulations.*^ If the request 
for proposal called for minimum and maximum levels of 
performance and delivery, then each level would require a 
pricc/cost analysis. 

Planning the Negotiation Objective 

Since every organizational effort must be planned in terms 
of an objective, tho negotiation team too must plan its 
negotiation objective. Without one, the team will flounder and 
may settle for conditions which do not optimize the .ovenuent'g 
interest. Price objectives can and should be planned in terms 
of definite dollar amounts which reflect the evaluation of all 
the terns and conditions of the intended contract. 

Tho contract type becomos a major consideration for the 
contracting officer. 9 Since the government is in the business 
of buying specially designed equipment, it nay find it neceos ry 
to define many factors such as: performance goals, design 

approvals, quality-assurance measures, test procedures and 
schedule objectives. Each added requirement may increase th«r 
risks, therefore tho costs of the work. The contractor must 
weigh these factors carefully in deciding whether to compete 
for the job. Within certain limits, he may be willin, to 
accept more risk for greater profit, beyond which, he will ~-nt 

g ASPR . par. 3-808-2. 

9 lbid. . par. 3-803. 
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the government to share the risk. This balancing of fin.nci*l 
risk and reward underlies the contractin officer's choice of 
a contract type. 

liy contract type is meant the pricin . ^rrencts'sent for 
allocating the risks ana rewards of the work. The most 
fundamental difference in whether the contract is cost- 
reimbursement of fixed-price. A cost-rei burse ent contract 
requires the contractor to accomplish the work within the 
estimated cost of the contract. If the work is completed 
within the estimated cost, the contractor is entitled to the 
fixed-fee. Fixed-price contracts are bus*d on the reverse of 
this principle since the risks of the work are assumed by the 
contractor in exchange for profit. If he can better the price, 
the reward is hin and if he oxceeds the price, the risk is Iso 
his. In any event tho contract type is an item to be 
negotiated within tho various restrictions imposed by the Armed 
Services Procurement Regulations. 

Dasic guides to types of contracts associated with decrees 
of reliability in the cost estimated generally may be expressed 
as follows:^ 



^Intorviows v/ith ’’illiara J. Ryan, Planning ; ranch, 

Director Chief Naval Material, Procurement, November 25, 1966; 
Frank M. Me jade, Directorate of Contract Administration, defense 
Contract Administration Services Regional Office, Chica o, 
January 23, 1967, and Herbert L. Pishor, Chief, Financial 
Services Division, Defense Contract Administration Jervices, 
Alexandria, January 27, 19o7, confirmed tlv acceptr bility of the 
Uegroes of Reliability by contract type as basic •'uidolines. 

The basic guidelines were first proposed by R^lph C. Nash, 
Incentive Contracting , as depicted in Government Contract 
Monograph No. 7 . Government Contract Program, The George 
Washington University, 1963, p. 71- 



De, .rue of Reliability 



,ont.-*ct i*ype 



90,* to 100/ 
HO,. to 95,» 
'JOjo to B5> 
Under 70/ 



f irm- ix*d- rlc< 

Fixed-' rice-incentive 
Cost-- lua-incentlve- ee 
Cost-i lu8-.‘ix«d- -e 



If the government ’s and contractor’s estimates of the co:t 
to perform any aspects of the contract cannot be reconciled to 
within 30 / of each other, those aspects should be excluded from 
incentive considerations. Tho Firn-Pixed-Price contract places 
100/ of the risk on the contractor. Risk to the contractor 
will decrease whilo increasing for thr r ovemment as one 
proceeds down the foregoing list of contract types. 

The government team now examines the pricln.' package 
recoivcd from tho various OCASRs and it is assumed, for purpose-' 
of this paper, that the lowest bid is considered risponsive -d 
contractually acceptable. This may not be tho cess if the low 
bidder’s cost estimates are found to bo incomplete, in error or 
there is historical evidence of poor contractual performance or 
delivery. The price analyst’s report should recoo end a 
minimum, maximum and target objective substantiated with thj 
rationale used in the analysis of each line item of the 
contractor’s cost estimates.^ The FCO’a negotiating team oust 
then review the total pricing package, resolvin and 
coordinating all questionable items with the DCAA/DC dh te * . 



Assuming that the proposal in question oeets the critiria 



•^Interview with Herbert L. Fisher on January 27, 19 7. 



Traae-Qff Analysis 
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for using multiple incentive contracts, t i t is, ( <• ) the 
government has a definable, justifi -d need for improved 
performance or early delivery and (b) it is possible to 
accomplish these improvements within the existing state of the 
art, then a trade-off analysis should bo performed. This is 
necessary in order to assure a balance ovtween worth and coat 
to tho government. A multiple incentive contract requires a 
great deal of quantitative analysis in evaluating the contract's 
essential elements of cost, delivery and performance. This 
selection wa3 made in order to emphasize the various 
considerations which may become necessary in evaluotinf and 
pre-plannin 0 the negotiation objective. However, discussion, 
subsequent to this section on trade-off analysis will be li ited 
to changing from a FFP to a FrI contract in order to reach 
agreement. The FPI contract will contain only one of the three 
incentivizod elements - cost, with performance and delivery 
assumed to be satisfactory to the government at the stated 
minimum in the contract. 

Many techniques are available for performing trade-off 
analyses, some being extremely sophisticated and complex while 
others are relatively simple. Some of the more sophisticated 
techniques i*re: (a) NASA'S STOIC (Simplified T chniques of 

Incentive Contracting) and NOMATIC (homo raphic id to Incentive 
Contracting) teenniquos, which require the use of s: ecially 
trained personnel, and (b) the technique* d v loped by the 

1 • A * Hagen, .U ATlC-No>ao;raphic 1 to Ineptly* 

Contracting . (Huntsville: George . Hars r - 11 Space r’lirht Center) 
December 
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USAF Academy for performing systicss analysis by computers, which 
should be utilized only on large dollar value ystems 
procurements.^ The following is o relit ivcly simple nine-step 
technique which can be used by any contracting officer and which 
requires normally available sources of information such as those 
presented thus far in this paper. L4 

1. Establish the target performance and delivery as 
proposed by the contractor. Then mini nun acceptable and maxi-:^ 
feasible or desirable performance and delivery levels must be 
established. 

2. Establish the target cost for the target performance 
and dolivery, on the basis of cost and price analysis of the 
contractor’s proposal. 

3. establish minimum and maximum probable costs for 
attaining target performance and delivery. At this point, an 
incentive matrix as shown in Figure 1 should be drawn. 

4* Using weighted guidelines, establish, (a) tar; .t f**e 
or profit on the target cost, (b) maximum reasonable profit on 



13u. 3. Department of the Air force. The '-valuation and 
S tructuring Techniques of llultiple Incontlve Contracts . ugust 
Tyob. 



l^This technique was developed by ft ADM J. L. toward, 
Director of Procurement, Office of the Assistant J<jcr«tiry of 
the Navy in conjunction with a member of his staff, Xr. lilliam 
J. Platzer. It has boen patterned after and is similar to the 
one presented by Harbridge douse Inc. in ef*nse ..dvanced 
Incentive Contracting Workshops. Interview with illiam J. 
Ryan, Hoad, Planning Branch, Director Jhief firval aterial, 
Procurement, November 25, 1966. 
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Source: 



Figure 1 



Multiple Incentive Contract Matrix 



Developed by RAUM J. L. Howard, Director of l rocurioent , 
Office of the Assistant Secretary of the Navy in 
conjunction with a member of his staff, Mr. illiam J. 
Flatter. Interview with Gillian J. Ryan, lannin, 
Branch, Director Chief Nav r il Material, Procurement , 
November 25, 1966. 
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Incentized 

Element 


Most 

Optimistic 

Position 


Target 

(most likely) 
Position 


Moat 

Pessimistic 

Position 


Performance 
(in Miles, or 
Points, etc.) 


X Y 


X 


X - Z 


Cost (in 
dollars) 


X - Y 


X 


X + Z 


Dolivery (in 
Weeks or 
Months) 


X 


X + Y 


X + Y ♦ Z 






The contractor should be able to attain the most optimistic 
position in all incentized elements, at least at the outset, 
so he will work towards optimal profit and will not make 
trade-offs until well into performance. 



Fig. 1. — Multiple Incentive 



Contract 



Matrix 
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the minimum reasonable profit on the aaxi >um probable cost.-^ 

From theso figures, a profit-awing effect-of-coat scale ctn bt 
drawn, in which target profit would be reprcoented aa zero 
(neither award nor penalty), and which would look like the 
goal post chart shown on the left side of Figure 2.^ 

5. Establish penalties and rewards for attaining the 
minimum acceptable and the maximum reasonably feasible or 
desirable levels of performance and delivery. These rewards 
and penalties should be established on the basis of (a) worth 
to the government and (b) cost to the contractor. Normally, 
the worth to the government determination is made by the project 
manager. The contractor should propose the estimated cost to 
attain tho minimum and maximum levels. If the maximum oals 
are realistic and reasonably attainable, then these cost 
proposals should now be subjected to cost and price analysis as 
was the original proposal. Again weighted guidelines should be 
used to establish reasonable profits on the total costs of 
accomplishing the most optimistic and pessimistic goals. This 
is to assure the existence of a sufficient true profit to 
actually motivate the contractor. Mow, the profit-swing effect- 
of-perforaanco and delivery scales can be graphically present*: > 

establishing reasonable profit or fee on less than 
the maximum allowable coot, the contractor's fixed overhaud 
expense situation should be thoroughly analyzod in or er to 
estimate how much incentive profit is required to ~;otiv*te the 
particular contractor to reduce costs. Any billin. for 
otherwise unrccovcred overhead expense is as valuable as profit 
to the contractor. 

^Incentive Contracting Guide, or. cit« . p. 9# 
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Source: 



Figure 2 



Incentive Goal Posts 



U. S. Department of Defense, Office of Assistant 
Secretary of Defense, Installations and Lo iotics. 
Incentive Contraction Guide . January 19, 1965, VIII 
p. 98. 



Cost _ Delivery _ Performance 
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on oal post charts as shown in Figure 2. 

6. Compare the deviation from target price (contract cot 
plus fee or profit) associated with the mini- urn and •axi-urn 
levels of performance and delivery to the deviation in contract 
worth to the government at these levels* These two 
deviations, in terms of dollars, should be in b lance. If the 
price the government would have to p^y exceeds the worth, the 
range of incentive effectiveness should bo cut back to where 
price and worth are in balance. If the worth significantly 
exceeds the price, the reward and penalty nay be increased to 
give a greater incentive. When the worth exceeds the price of 
improved performance or delivery, an exact balance is not 
essential. Any adequate incentive will be sufficient to bring 
about the improved performance or delivery, and the opportunity 
for windfall profits can be reduced. The danger of assi nin,' 



l?Tho "worth determination" concopt has been developed and 
expanded by Mr. Ira F. Kuhn, Jr., of B-K Dynamics, Inc. The 
evaluation of the worth to the government of variations from 
target in product performance or delivery timing in terms of 
dollars, is essential so that it may be equated with incentive 
dollar rewards and penalties. The government must determine 
the dollar worth of any significant deviation in these 
variables, and the attainment of any goal. This worth 
determination i3 usually expressed in terms of direct costs, 
opportunity costs or savings, and alternative costs. Int irvi-rw 
with William J. Platzer on November 25, 19^6, and February 24, 
1967. 



l&The opporunity for tho contractor to rain windfall 
profits usually can be attributed to either (a) the state of the 
technological art having been significantly advanced subsequent 
to the time the specification and proposals prepared, or (b) s 
high reward bein^ given for early delivery when in fact jarly 
delivery naturally reduces cost and increases profit due to t%e 
axiom that "time is money". 
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a lower incentive-reward value to tho -cco'ipli silent than it 
is worth to tho Government li«» in the likelihood of there 
being an invalid (low) estimate of the cost to attain the 
desired level. Vhen the not loss to the -overnnent for below 
target performance or delivery exceods the incentive penalties, 
it is essential that tho penalties be increased. 

7. Calculate break-even or trade-off points nd translate 
those into a meaningful equation. The use of a "T n ch/rt, 

Figure 3, is a valuable tool for thin purpose. In this 
calculation, a fixed dollar amount of chan -,e in fee or profit 
is equated to the amount of change in cost, performance ind 
delivery which would be required to effect the r;iven change in 
fee. For example, a .100 increase in fee mi ht result fr>- 
eithor (a) a ,500 decrease in cost, (b) a 5,< increas- in 
performance, or (c) a 5 week early delivery. Thus, the break- 
even equation would road: 

$500 (cost) * 5?» (performance) * 5 weeks (delivery) 

This break-oven equation is therefore a quantified value 
statement and provides a built-in-instruction to the contractor 
showing him how to provide the government with the maximum value 
under this contract. 

8. To assure an overall balance between the price to b" 
paid and worth to be received by the government, the rewards 
and penalties are checked aainst tho following equation: 

Additional | worth to the 'overn- 

mont of attaining all of the most K-axi^um , amount 

optimistic Koala over target a of reward fees 

Reduced i worth to tHe government Ma'xlnua ; amount 
of attaining all of the least of penalty fees 

optimistic goals under target 





i *4 




N # *•» 

• i. 












. 












*. • 



3 # 



Source: 



Figure 3 



Break-Even Points ("T" Chart) 



developed by HA- i J. L. Howard, irector of rocurtoent, 
Office of the Assistant Secretary of the Navy in 
conjunction with a member of his staff, ;‘r. illiam J. 
Platzer. Intorviow with V.’illiam J* Ryan, I lanning 
Branch, Eiroctor Chief Naval Material, Procurement , 
November 25 , 19 & 6 • 
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Change in Contractor 
Performance 


Associated Change 
in Fee or Profit 


Cost Change of $A 


$ X 


Performance Change 
of B Miles 


* X 


Delivery Change 
of C Weeks 


$ X 



Showing: That the change in contractor performance, Cost A, 

Performance B. or Delivery C, which will net a given 
change X in profit or fee. 



Fig. 3.— Break-Even Points ("T" Chart) 
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If this equation is in balance, the rewards nd penalties 
to the contractor reflect the worth to the :ovemn-nt, *nd if 
tho target performance and delivery are worth the tar ot price, 
price and worth will be in balance at the param ters of 
performance and delivery. 

9. The realistic effectiveness of the aasi ’:ned incentives 
can be checked by computing the percentage of total fee which 
should be allocated to each of the incentivized elements. This 
check is based on the concept that the ratio which the n&xinua 
incentive reward or penalty assigned to any one incentivized 
element bears to the total maximum reward or penalty assigned 
to all elements, should be oqual to the ratio that the cost 
change necessary to effect that maximum reward or penalty be*r* 
to the total cost change necessary to effect the contract tottl 
maximum reward or penalty. This concopt can be expressed in 



terms of an equation: 

(a) haximun reward or 

penalty for cost, 
performance or 
delivery 

(b) Contract total 
maximum reward 
or penalty 



(c) Increase or decrease 
in cost to effect (a) 



(d) Total increase or 
decrease in total 
contract cost neces- 
sary to effect (b) 



The following exercises must be porformed to make this 
computation: 

(1) befino the coot swing: 

(a) reductions * R 



Cost efficiency (maximum) - V Iojs thc.n target cost *it 
target performance and dolivery * Cr 



u 



(b) 



(c) 

(d) 



Perfornance (minimum) ■ le*3 th»n tar et co t * r 
Delivery (latost) « $ less than target cost * r 
Total negative cost owing ■ Cr + Pr + Dr ■ R 
Increases ■ I 

Cost efficiency (minimum) ■ $ more than target cost 

at target performance and delivery ■ Ci 

Performance (maximum) * $ more than target cost ■ > i 

Delivery (earliest) ■ $ more than target cost ■ Di 

Total positive cost swing ■ Ci * Pi *• Di • I 

Total cost 3wing * - R to ♦ I 

Percent of c03t swing allocated to elements: 

Cr 4- Ci 



Cost 



TTT 



Performance ■ 



Pr ♦ Pi 

“’ft* n ' 



Delivery = 



Dr Di 

TTT 



(2) Define the fee 3wing: 

(a) Rewards ■ A 

For maximum coot efficiency - Ca 

For maximum performance level * Pa 

For earliest delivery = Da 

Total fee reward swing * Ca + I a Da • A 

(b) Penalties » F 

For minimum cost efficiency • Cf 
For minimum performance level ■ Pf 
For latest delivery ■ Df 

Total fee penalty swing * Cf 4- Pf t Df ■ F 



i»2 



(c) 

(d) 



Total foe swing ■ +A to - 
Percent of foe swin allocated to elements: 
Cn » Cf 



Cost 



T^T 



Performance ■ 

Delivery • 

( 3 ) If each element of incentive f tue is prop rly balanced 
against the cost for attaining that feo, the following 
equations will be balanced. 

(a) Cost: 

Award s jp ■ jp 

Penalty = 

(b) Performance: 

. _ Pi Pa 

Award ■ «—■ • j— 

Pr rr 

Penalty * jr- * p— 

(c) Delivery: 

Award ■ 

i enalty * fjf* * 

(4) Tho percentage of the total incentive fee pool tlut a *ould 

be associated with each incentivieed element of the 

contract thon c r n be derived from the following equations: 

(a) The percent of tho incentive foe pool to be allocated 

to C03t » Cr > Cl 

Jr + Cl + pr + ur -r “T 
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(b) Tho percent of the incentive fee pool to b. allocate 4 

to performance * Pr * Pi 

Cr t (!i t I r + ! 1 r Dr f Di 

(c) Tho percent of the incentive fee pool to be allocated 

to delivery s Jr ♦hi 

Cr + lii Pr + Fi + Dr + Di 

If all of those equations balance, the incentives are balanco-. 
If valid worth and cost analyses were performed and 
incorporated into the incentive fee structure, the incentive 
structure will dictate that any trade-offs made will not lessen 
tho cost-effectiveness of the procurement. 

Planning Other Positions 

Returning to tho contractor’s hypothetical bid, it is now 
assumed that the contracting officer is only concerned with the 
target co 3 t position as shown in Figures 1 anu 2, the "rost 
likely” position. If reasonableness, itself, is a desirable 
goal, then reasonableness may be judged on the basis of 
probability of occurrence of ouch cost and thus form the b*;*is 
for the negotiation objective. 19 The no 3 t reasonable 
expectation for a cost to occur on a certain level is when thi* 
chances arc as great that the contractor will overrun th'j cost 
at this point as that he will underrun it. This may bo called 
tho "most likely" position or the 50-50 position. Since tuis 
is the most reasonable position to take, it b. cooes the best 

, s. jopartnent of defense. Armed Services Procuro^at 
Regulations . March 1, 1963, 3-301- . 
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objective to choose. 

l’ho usual price clc .ents on which this jua*:*n‘-nt i^ty bo 
made are diroct material usage and trices, direct lubor j ^ . 

and rates, overhead and general and adninistrutiv* coate, 
direct engineering and toolin ; manpower u »a ,;o -nd r*-tes. ^0 
There nay be other elements dependin . on the complexity of tue 
procurement. Lach element would then be considered eepar® tely 
by the appropriate analyst and in each case determine the 5^-50 
point. If the direct labor hours for production are estit*iited 
on the basis of a learning curve, the ;n..lyst would determine 
whother a straight-line projection from historical cost would 
represent a 50-50 average cost or whother a flatter or stoepor 
projection is more reasonable. ^ Thic decision would require 
a careful weighing of the assumptions which each alternative 
choice contained, but in each case the decision would be based 
on an estimation of tho chances of exccedinr or underrunning 
the estimate. The point where the chances are considers equal 
is where the choice would bo made. The summation of the 50-50 
points for all the oloments would represent the total cost 
objective. \ hen a reasonable estimated profit is added to the 
total, tho result is a price objectiv . 

When negotiating a price based on a straight fixed price 
type of contract, it io usually essential to plan aore th*n one 
position. Other positions are necessary so that the ,,ov:rriaent 

^Defense Procurement Handbook, op. cit . . X, i p. 1-5' • 

21 Ibid., pp. 22-23. 
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negotiators nay havo soae "bar ..inin room" or have the 
opportunity to "foel out” tho contractor through the int ircn-.n^v 
of information in tho negotiation process. Tho objective is t ... 
important position to plan with other positions planned as 
supports to help attain tho objective. 

Beside tho target co 3 t objective, the next nost important 
position is the "optimistic" or mininun reasonable price 
position. It indicates the basis for the first counter-proposal, 
if one is planned, and also shows tho amount of concessions 
necessary to roach the objective. The distance from the 
minimum price position to the objective is the bargaining sp*ce 
the negotiators havo chosen. 

The minimum price position can be analyzed on tho some 
basis of reasoning as the target cost objective. It is an error 
to believe that an arbitrary figure of a "nice low anount" is 
suitable as a minimum position. The view is often expressed 
that the time spent in analyzing an exact point is not justified 
because the negotiator doos not intend to settle on thi3 price 
anyway . ^ But the risk of an arbitrary price position lies in 
the fact that unless a position is a defensible one, the 
negotiator proposing the arbitrary position may lose respect 
when the opposition ask3 him to justify his position. -** Once 

22 Rulo, or. cit. . pp. 25-29, 

^Interview with l oter J. Thomas, Chief, Frice/Cost 
Analysis Branch, Jefense Contract Administration rvices 
Regional Office, Chicago, January 2A, 19t>7. 

2 ^Ibid. 
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a negotiator has lost stature, it la difficult to win su 1 - .'- .t 

points in favor of his position. The minimum point must 
therefore be selectod with care and duo consideration for the 
facts of the procurement. In this case the question may be 
asked, "What is the lowest probable cost incurr- nee’" . 

It must be recognized, of course, that the chances of 
incurrence are far below the 50-50 level and that the 
contingencies on which the probable incurrence of cost are 
based are weighted heavily in favor of the buyer. Yet, it is 
a defensible position. The government negotiator nay choose a 
higher position than the lowest probable incurrence and thus 
give himself a more easily defensible position. The point of 
actual choice of the minimum may well depend upon how ’wuch 
bargaining room a negotiator needs below his objective. If he 
wants to give himself a 25 , » probable incurrence, such a position 
can be more easily sold than on the 10> level. 

To choose a "pessimistic" position, or the maximum 
reasonablo target cost, may be necessary even though the 
negotiator hopes that he will not need to go b yond the 
objective. Since the objectives of both opposin teams may not 
necessarily coincide, in fact, it would be sheer coincidence if 
they did, one or both teams may need to go beyond their plan* <*vi 
objectives. Then too, a negotiation may devolop into a cont* ^t 
of bargainin 0 strengths. If this happens, the maximum position 
becomes very significant, for it is T it this point where the 
negotiator chooses not to o beyond, and therefore repr-i s*»nt ? 



i *c 
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a take-it-or-lcave it point. r 

The maximum position, as in the c*s* of the othtr two 
positions, can be determined on the basis of probability of co.:t 
incurrence. The question to be raised in tnis case, to aid the 
judgraont of the analyst, is: "’ hat are the chances of the 
occurrence of certain contingencies and how high will the cost 
level consequently be?". The negotiator may wish to use a 25* 
level or one chance out of four as a guide. This level a* y 
need to be modified by tho consideration of strategic factor- 
such as tho amount of withholding power of the government, t\e 
urgency of tho procurement needed and the number of alternativ- 
sources available. The answers to these questions will help 
determine the point at which negotiations would be broken off 
rather than continuing. Although the goal of every ne otiatlon 
is agreement, not all negotiations should necessarily end up 
with agreement. There are occasions when no aire ent is batter 
than an agreement regardless of the original intention. The 
government negotiator still has the r 3 ponsibility to the 
government to contract for air and reasonable prices. 

The basic Positions 

When planning the three basic positions, the cnelyst’s 
working paper would generally include the following information: 



2 5 lbid. 

^Interview with Frank K. PcJade on Janu -ry 23, 19^7. 
2 7jefensc Procurement Handbook, op. clt . . X, pp. 7-»l. 



PRICE ELEMENT 


I0SITICJI8 




OBJECTIVE 


KltllWW 


MAXIYU* 


Direct Production Labor hours 


XJU 


XXX 


XXX 


Direct Labor Rates 


XX 


XU 


XXX 


Direct Labor Cost 

Direct Material Usage 

Direct Material Price Per Unit 


XXX 

XXX 

XXX 


XIX 


XXX 


Direct Material Cost 


XXX 


XXX 


XXX 


Direct Engineering Co 3 t 


XXX 


XXX 


XXX 


Direct Tooling Labor Cost 


XXX 


XXX 


m 


Production Overhead Cost 


XXX 


XXX 


XXX 


/.ngineering Overhead Cost 


XXX 


XXX 


XXX 


General and Administrative Cost 
Other Costs (depending on 


XXX 


XXX 


XXX 


Accounting breakdown) 
Total Cost Positions 


XXX 

— mi 


XXX 

— mi 


— rar 


Profit 


XXX 


XXX 


XXI 


Total Price Positions 


— m 


— 7m 


— nu 



Tho price elenent categories depend upon the accounting 
information available or other convenient ways of categorizing 
cost elements such as "Start-up Costs" or "Plant Rearrange nt". 
The analyst should have supporting exhibits for each major 
category with additional supporting analytical d»*ta vhere 
needed. Since the objective is the most important position, it 
would be best to calculate this column first, for it permits 
the analyst to use a single standard of judgment, the 50-50 
standard, for each category of cost. >'hen he h.s calculated 
each position separately in turn, he ha3 bafore him tho price 
range and the objective within the range. Beyond this h* »ust 
estimate the contractor’s positions »nd his probable ranre. 

Since ho already lias a proposal from t contractor, he 
knows his maximum position, but the rcxiinin< contractor’s 
positions will renain Hidden or unannounced during the 
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negotiation session, .lowovor, it may be nec s ry to revis, 
the estimate of those positions as t ie overrent ne ,oti , tor 
gets a "feel" for these hidden positions o the ne.^otis tion 
progresses . 

In the planning stage, the .ov.rnment n otiator ther fore 
faces a position as follows: 



Government I osition 



Contractor Position 




Kin, 






=»x. 



(Dotted lines are positions unknown to the government 
negotiator. ) 

From the seller's viewpoint th- taxinum would actually 
represent his minimum and the minimum would represent tho 
maximum price concessions. For convenience the nomenclature 
will be used from the buyer's viewpoint. If the two objectives 
are closer or when they coincide the task of the negotiator is 
thereby greatly simplified. Nevertheless, the task of .ach 
team is to use techniques which will cause the other side to 
move from initially announced positions. This requires further 

"•^Interview with Peter J. Thomas, Chief, i rice/Cost 
Analysis Branch Defense Contract Administration Services 
Regional Office, Chicago, January 24 , 1967 . 
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jlannin . 

The process of fv-ilin- out" unknown position! !U*y rvquire 
taking other positions beforo the objective is r®aci*ed. If th* 
basic approach is to be lo.ic or tho r<w sono(.len«$s of positions 
instead of bargainin str- n. th, th.n co. i . -ni cations will bo 
based on the logic of tho estimates i d tJy> » .sumptions *^dv. 

In such an event, it may be be3t to announce the position 
representing the negotiation objective quite soon, since thi 
position is tho no 3 t logical one. ^ut if tna contractor is 
likely to take stands based on his bargaining strengt* , it is 
better to move more slowly to the objective since reat deal 
of "feeling out" is necessary. In this way, tho co f i "unic* tion 
will be based on estimating the contractor's attitudes and 
developing ways and moans of countering the b_sis for such 
attitudes. hen bargaining strength is tho basic approach, a 
single jump from the minimum to tho objective may be inter? reted 
by the seller as bar .aining weakness. Or else it jay indicate 
to him that the 0 ovornment T s objective is hi 0 hcr yet and that 
further concessions will be forthcoming. Inus, the basic 
approach will determine whether additional ; o:itions should be 
planned. 2 9 



Recognizing Issues 

Comnuni cation around the negotiation table is centered 
around issues. If information or data were actually f-cts, 



2 9lbid 
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negotiation would be unnecos 3 *ry since th« information wo OLd be 
known to be true by both parties le«vin- nothin^ to lisfr r*. > 
with. It is therefore assumed that a good portion of the 
information is subject to disagreement, and it is this 
information which must be organised into issues. 0 Issues c*n 
therefore be considered as information or data about which 
people take sides, negatively and positively. At the 
negotiation table opposite stands are taken because negotiation, 
by definition, implies participation by people with opposite 
interests in certain aspects of the contract, such as price. 

If the subject natter of communication during negotiation 
is mostly debatable information, it is extremely important to 
recognize, and organize this subject matter in terns of issues. 
Recognition, itself, may enhance the chances of success. A 
list of anticipated issues may be made with positive and 
negative stands selected according to the best interests of the 
government objective. The team can now organize the information 
previously gathered in support of the stands taken, listin' it 
point by point as supporting data under the various issues at 
the following diagram illustrates: 



30l)efense Procurement Handbook, op_. clt . . IX, pp. 39-40. 
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Issue: Direct Labor I roductlon ours ^l 



Govt. Position : 500 hours 

Jupportlnrl "data : 

Learning Curve of 68/i 
indicated 

More experienced labor 
indicated for future, 
fewer change ordero 
anticipated 



Contractor* a Fosition: 700 

hours (per proposal) 

Contructor’s slope: 75 * 

Ssae labor mix 
Same as in the past 



In this manner, each issue can be organized and diagnosed. 
When tho cost analysis approach is taken to measure 
reasonableness of a price, the issues will coincide closely to 
the price elements. There may be instances where there may be 
several issues concerning a single eloment. ?or example, the 
manufacturing overhead may indicate an issue on the question of 
the amount of overhead and another issue on the basis of 
allocation and still another on the question of volume. 

An arrangement of issues in this manner will provide a ‘uide 
for the negotiator to follow when presenting hi3 case, and if 
space is provided to make notes, it will serve also as a pro -rest 
sheet during negotiation. 

A careful screening job is necessary to make sure that 
issues are realistic. Non-realistic issues may creep in 
unintentionally. This can be avoided if it is r^.e&birvd that 



^H. R. Kroeker, A Handbook of Learning Curve Techniques . 
Ohio State University Research Foundation, 1961. 

s. Department of the Navy, Office of T'V.l .^terial, 
Negotiators Handbook . NAV LXOS P-1001, March 195&i PP. 25-36. 




* •• 
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1 ssues are resolvable and that the definite decision cun be **d« 
concerning them. There are times when an accusation «y v 
the appearance of an issue. For example, if the ,ov<.mn«nt 
contractor accuses the contractor of being a hi »h cost pro car 
and the contractor denies it, it is doubtful that this que ;tio 
could be resolved. It is also doubtful whether there is nuch to 
be gained if it is resolved. 

The more pertinent issue is whether the contractor should 
use 500 nan hours per unit rather than the general question of 
being a high cost producer. By emphasising the important issues, 
time is not wasted and usually this allows the details to fall 
in line after such issues are resolved. 33 

Planning Strategy 

Decision-making in negotiations is an area distinct frnr 
usual business decisions. Business decisions are nor-slly r de 
by people who are on the sane team. Negotiation decisions, on 
the other hand, are made while the organized opposition is 
present in the procoss of decision-makin,::. This kind of proce- 
dure calls for strategy to promote favorable attitudes and 
consideration of viewpoints held by one 3 ide of the two-sided 
decision-making process. The word strategy may be regarded to 
mean the out-maneuvoring of an opponent by shrewdness or to us ;• 
someone else to one *3 own advantage. *ut it tvy ?lso be us "d to 
gain a fair and reasonable objective, and it is in this s ns*? 
that the term is used in government procurement negotiation.^ 



33uafense Procurement Handbook, op. cit .. IX, pp. 39-42. 

3^Ibid. 



54 



3trategy in the uso of is 3 Ut 3 ohould bo piinned carefully. 
One of tho simplest ways of planning 3tr<*tegy concerning iises 
is to arrange them according to their relative importance. The 
strategy then uay be to start with the least important issue and 
in turn work toward the more important. Concessions , tuen, will 
have been made on less important issues with the hope that fewer 
concessions will need to be made on the more Important. The 
issues may be arranged and presented bo that when a concession 
has been made by the opposition on an issue, he may find it 
necessary to make a concession on a point in the next issue in 
order to be consistent. Then again, they may be arranged 
according to anticipated oase of reaching agreement. Take tho 
issuo first in which there is the greatest likelihood of 
agreement and thus create an atmosphere of agreement and 
cordiality as the team moves to issues in which there is 
anticipated less probability of agreement. 

A good strategy is a flexible one. 55 strategy in th" us 0 
of basic positions should also be planned. Three alternative 
suggestions may be made with regard to the government team's 
revealing of basic positions to the opposition: (1) reveal no 

positions, (2) reveal only one initial position, the aininum, 
and (3) reveal two positions, the minimum and the objective.^ 

If tho first alternative is chosen, tho entire ne/.otiation 



35 ibid. 

^Interview with Frank 1 . .IcJade, .'irector, Directorate of 
Contract Administration, defense Contract A-i inistmtion 
Regional Office, Chicago, January 23, 1967. 
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proceeds with no counter-proposal from tho ov.m >*nt tea: . f e 
strategy in this case is to work from the contractor's initial 
proposal and to ask hin to justify his position. »*he government 
team's stratogy is to counter the justification with tn> hope 
that the contractor team will choose a more favorably position 
because thoir first position couldn't b. justified. As tho 
contractor thus moves from one position to another, each nove 
based upon the fact that he could not justify his previous 
position, tho government negotiator will a ree at the point 
where the contractor'3 last offer coincides with the ;ovemm«?nt's 
objective. This kind of strategy may work only when the 
contractor bargains from a weak position, such as urgently 
wanting the business or when the contractor considers th< price 
loss important than tho possibility of follow-on-procurc ont. 

This is usually regarded as "buying in" and may be the 
explanation for his yielding readily. 

On the other hand, this may be a useful strategy when it 
is used only initially after which the ovornment team switches 
to another strategy. The logic of this strategy is to :et th* 
other team to move off their initial position. After the 
contractor has conceded enough to brin . theri at le^st within the 
government's maxinun position, the government te^n chances to 
the second alternative strategy. This combination of strategies 
may be necessary inasmuch as any concessions made froe an 
unrealistic position are unreal concessions. -he duty of the 
government team is to bring then down far enough until any 
exchange of concessions represents concessions on both t^rti^s. 
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The second alternative, rovealin: the r.inicr.i i position «t 
the initial counter-proposal by the povorn^ant is *notf ir 
commonly used strategy. A counter-propoj il permits tho 
government team to take the initiative because it . lives td«» 
an opportunity to promote a viewpoint and to sell a position 
aggressively. Good salesmanship techniques are as important in 
selling positions as they are in sellin: co .odities, for tho 
same psychological advantages can be gained in either cas< . 

Lven though the counter-proposal is not the position the 
government team intends to settle on finally, the better th* 
selling job on this position, the easier to sell the 
objective . * • 

The purpose of the counter-proposal is to make it easier to 
settle on the objective. It is a point from which to make 
concessions, and the strategy of timing the moves and the size 
of jumps from the minimum to the objective should be carefully 
planned. 

The last strategy involves an element of risk for the 
negotiator using it. The bargaining space he has iven himself 
is between two announced positions, and although the objective 
is not exactly a take-it-or-leave-it position, it is a position 
to be defended to the end if possible. Since it is announced 
early in the session, the negotiator must have a great deal of 
confidence in this position. To the extent that close 



3 ? Ibid, 



3&Dofense Procurement Handbook, op. cit., IX, p. Ul» 
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eatinatirii; is possible and thus confi^onc*. oatt.blioh« t in the 
position itself and the negotiator has co . i jcnce in hia bility 
to sell thi3 position, th<- strategy -xy be a .ighly iucce_*sful 
one. 

Several advanta .es accrue from toe use of tnia strategy. 

It diminishes a great deal of so-called iia.vJ.in, *nd stru* 4-in ' 
from one position to another when both teans are really loo*.in 
for the one best solution. -hy not talk about t a best solution 
from the very beginning when this is what is sought? »uen both 
teans are looking for the most reasonable solution there is no 
reason to take positions which are less than zost r* tson*.bl . 

'/hen one or both toans are seeking solutions based on oar ainin; 
strength then this strategy would probably be less effective. 

Tho choice of strategy concoming positions can be 
determined only after a close examination of circumstances. The 
following conditions may enter into this kind of determination: 
(1) tho degree of eagerness by the contractor to obtain the 
contract, (2) the attitudes of reasonablen >ss vorAUs the desire 
to use bargaining strength to advantage and (3) the personal 
abilities of tho negotiators. 

The first strategy probably work-] be 3 t wi.en the first 
condition is present. The second strategy would be more 
appropriate when the second condition points to t^e non- 
reasonable approach or whon there is • doubt in th* Ainas of the 
government negotiators n to w.ich approach the contractor will 
take as in the case of dealing with a contractor for the first 
time. Initial procurement, as comp ‘red to follow-on procur ent, 



also points to the uso of this atr.L^ ;y v.n t ,» t e 

government has dealt with a contrictor t r vio*. ly. m .uy . . t 
when, in the judgment of government no ’oti^tors, thw Mtiuatvfc 
are considered unreliable or the ructions of the contrector 
cannot be judged with any degree of accuracy, tnis strategy 
provides the necessary bargaining space so that -ov<. ents can 
be made with caution. The third strato^ works b« Jr -.t * *:n 
conditions (2) and (3) indicate the approacn of reasonableness 
and tho abilities of the ne 0 otiators are such that they can 
proceed with a maximum degree of confidence. 



39lntervi«w with Fi'ank M. Ic *de, iroctor. directorate of 
Contract Administration, o fonse Contract < 1 . inistrstion 
Regional Office, Chicago, January 23, 1967. 



CHAPTLR III 



TIE fEGOTlATION Z-IZIC': 

The hxploratory Session 

A negotiation team’s objective, its diagnosis of t( ( v issues 
and the position it takes prior to the negotiation session ere 
based upon the preliminary information obtained from the 
contractor’s proposal itself and from the price-cost analysis 
provided by DCAA and DCASK. Although every effort for complete 
clarification is made by the latter activiti-. , such positions 
or objectives may not be firm until an opportunity has b-e.:n 
provided to the government team to question the contractor 
concerning the various aspects of the proposal or other rel ted 
and relevant facts. The questioning nay r-v^-l differences of 
interpretations of the information, or it may reveal problt* 
aroas which need clarification. Often this can be uccciplish 
by the government team through the DCASR representative but .ay 
contractors may be reluctant to furnish complete information to 
a government representative who they know will not be part of 
tho negotiation team. This nay be particularly tru.- if the 
information was planned to be used as a concession later during 
the negotiation session. 

The purpose of the exploratory session, if one is necessary 
at all, is to test tho realism of the pre-ne 'otiation 
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objective. ;b. ;ov ir ntnt to ahoul s ir. it. : 1 1 or. \i 
discussion on t>.e bweiu of - eating t .1 i - t. o--rt-i;. cc^tu, 
for example, -ay be understood only *ft^r esti jnini* the 
specific method of production to be •> ployed. Thon, too, t.. 
proposal may not nav- bcw clear on tho proportions of cert.1. 
metals to be used in tho construction of the ite« . ..r, tha 

contractor may have a fun . -mental oieuaderst jndin ; of the 
engineorin 0 or tooling roquired. 

In the process of arriving at tho t.entativo objective prior 
to negotiation, the government team should make . list of all t to 
aroas in which there is any doubt. i in information received 
from government sources is inconsistent with the information 
received from the contractor, the contractor should be 
questioned thoroughly on such points. It . .,y be ood strategy 
at this stage not to reveal any differences of information but 
this can be used most effectively - n indicators to snow whoro 
questioning needs emphasis. 2 An important «rea whore 
questioning would need special attention is that of ciscovering 
tho basis of assumptions made l'or tho projections of direct 
labor hours and rates, material prices, scrap r<tes or overload 
rates. 

Care should be taken that the questioning does not lcau to 

^•U • w>. department of defense, J«fen:.e rocnrem»nt handbook . 
U. 3. Army FM 3B-3, U. S. Navy NAYMA't ^-12410, t . 3. -ir P'orce 
AFP 70-1-6, Defense supply Ag.ncy » 5uH 4105. 1, 1 July 1965, I r , 
p. 40. 

^Gordon ado Rule, ’’The Art of l-e ^otiation" , (unpublished, 
private printing 1962), pp. 20-2Z*. 
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argumentation, for to do oo would destroy the purport of the 
exploratory session. It is also vory important not to reveal 
the negotiation team’s pre-negotiation position, .. erwise it 
might be difficult or embarrassing to chan ,e positions followinr 
the exploratory session. The sane principle holds true when 
making statements to other government personnel. Stron 
statements nay be occasionally made by members of the buyin : 
team when anticipating negotiations with a certain company. ica 
statements, when made, have the effect of n takin t1 a stand” whic . 
may be entirely unrealistic when all facts are known and would 
then represent a point from which retreat may require a lot of 
explaining. If a team wishes to reveal its pre-negotiation 
position to other government personnel, it should be clear th t 
such a position is only a tentative one. If this is not done 
there nay be a temptation to take the easier course and adopt 
the tentative position in spite of its boing unrealistic. 

The length of the exploratory session may depend entirely 
on the amount and type of information needed. As previously 
mentioned, there may be occasions when no exploratory session is 
necessary. After receipt of the contractor’s proposal and the 
subsequent receipt of the pricing package from DCASR, further 
clarification may not be required. A thorou h price-cost 
analysis reduces the amount of time necessary durin the 
negotiation session in fact-finding. On the other hand, the 

^Interview with Peter J. Thomas, Chief. I rice/Cost nalyaia 
Dranch Defense Contract Administration Services leLional Office, 
Chicago, January 24 , 1967 . 
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exploratory session may well occupy half th« negotiation ti v . 
This would hold true when epecificatlona are not v ry cl«*ar or 
when the contractor's proposal contains items which are not 
properly supported. It nay also occur when the proposal differs 
substantially fron facts gathered in the pre-plannin<* phaie frc*^ 
DCAA and DCASK.^ In any event, this part of th« session should 
continue until there is a meeting of the ^inds concerning the 
facts of the case. Without this common understanding of the 
facts, neither the position nor the objective for negotiation 
can be realistic. 

The basic communication skill during tho exploratory 
process is questioning, probing, listening and understanding. 
Since human beings are involved in communication, variations are 
necessary to meet the human noed. In some cases it may be 
advisable to plan questions in detail, as in the case of an 
interview, until all information is obtained. In other 
instances the non-directed interview approach may be us id to 
advantage. The questions in this case are broad but designed 
to stimulate broader responses. This technique, when used in 
negotiations, nay often produce more information in the form of 
unsolicited answers than the detailed questioning method. Th# 
method to be chosen depends on the personality of the person to 
whom tho questions arc directed and the ability of the 
government negotiator to evaluate the contract negotiator's 



^Ibid 
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personality.- 

When questions receive va ue or ru.rded .niwor#, it -,y ; 
necessary to use a probin. technique where y > 3 ries o* 
questions concerning the same subject Matter ar- asxcd wit) • ic 
successive question digging deeper in order to solicit on 
adequate answer. ^ Probing may also include the differ*nt 
approaches or ways of asking the question. If the answer is ot 
satisfactory, ask it in another way, use different approaches, 
postpone it for a while and phrase the question differently 
until adequate answers are forthcoming — or Iso know why an 
adequate answer is not given. 

Listening is as vital to communication as talkin, . 
Inadequate communication may often bo attributed to inadequate 
listening, perhaps more often than insufficient talkin- . In 
the exploratory session the art of listening is of special 
significance. It is that part of the negotiation in which the 
government negotiator’s chief occupation is to listen and absorb 
answers. Perhaps the negotiator nay feel subconsciously tlwt he 
has lost the initiative when he isn’t talkin , but his 
initiative may be assured by his directing the questions. 

Unintentional disputes may occur frequently because of a 
lack of understanding. One approach or technique of .’issurin.; 
the understanding of a point is to rephrase it or by a<\*ing 



5 lbid. 

^Defense Procurement Handbook, op. cit. . IX, p. /»0. 
7lntervicw with Peter J. Thomas, January 2L, 1967* 
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whether his understanding is correct. ; eaninra or iif ferine#:, 
of interpretation by negotiators nay cause by-paasin# tha 
intended meaning and thu3 common understanding is not achieved. 
'•<hon prejudices acid by negotiators cause lack of undorstan tin*; , 
it must bo realized that biases of this kin should be set aside 
deliberately in order to achieve understanding. This is not an 
argument in favor of accepting the opposition’s viewpoint but 
rather that of understanding it. For without tnls understandin , 
a viewpoint may be hard to counter effectively and it ay lead 
to fruitless and unintentional arguments 

As a matter of reminder and emphasis, the exploratory 
session is 3 trictly exploratory. In the process of quostioni , 
there may be a strong temptation to counter a contractor’s 
position as he explains it. But to do so would probably destroy 
tho purpose of exploration. The negotiator may suddenly find 
himself in the midst of negotiation whon his intentions were 
only fact-finding. This may also produce the additional dan/ar 
of being disorganized in his approach because he finds himself 
inadvertently negotiating points wnich were planned to be used 
later. Aloo, ho may forget to pursue the remainder of the 
exploration from the point where negotiation b&gan. Therefore, 
the negotiator will have lost in two respects; his negotiation 
approach becomes disorganized and his exploration is inco’Ji l<?te. 

The exploratory session should not close until the 



g Ibld. 



9 Ibid 
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government negotiators have accomplished their purpose. They 
should have (1) tested the r alisr of tho issues and positions 
planned in the pre-ne,;otiution plannin . priod, (2) determined, 
by the many questions asked, the basis for the contractor's 
position, and (3) determined the contractor's prohibit- stand to 
be taken on issues and the relative importance ho in likely to 
place on each. 3 Vhen this purpose hu,s been accomplished a 
recess is then in order so that the team can r*'-assess positions, 
issues and strategy. The exploratory session has offered the 
government negotiator the advantage of a testing ground before 
actual negotiations, which should enable him to enter it with a 
higher degree of confidence. 

Conducting the Negotiation Session 

Since the negotiation session is essentially a conference, 
it should, like all conferences, have an agenda. The content of 
proposals or counter-proposals determine the agenda of a 
negotiation conference, but the order of procedure is dependent 
upon the strategy chosen beforehand. H The choice of the abends 
items should, of course, be the responsibility of both teams *nd 
it follows that each should make sure its agenda items are 
considered. However, the chief negotiator for the overnment 
should assume a special responsibility for leadership of the 
conference as a whole. Since the government initiated the 

^uefenso Procurement Handbook, or . clt . . IX, p. 40-42. 

^Jefense Procurement Handbook, op. cit . . IX, pp. 39-41. 
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